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SUBJECT: ISRAEL'S 1977 ECONOMIC PERFORMANCE AND US AID LEVELS 

1 . DURING THE OCTOBER 25-28 VISIT OF AID ASSOCIATE 
ADMINISTRATOR WHEELER TO ISRAEL, HE AND E/C COUNSELOR 
HELD A ROUNDTABLE DISCUSSION ON THE STATE OF THE 
ISRAELI ECONOMY WITH TOP MINISTRY OF FINANCE PEOPLE. 

BASED ON THE RECENTLY AVAILABLE DATA. THE GOI CUR- 
RENTLY ESTIMATES THAT CY 1977 GNP GROWTH WILL BE ABOUT 
1.5 PERCENT. EXPORTS ARE GROWING FASTER THAN EXPECTED 
AND MAY BE UP 20 PERCENT FOR THE YEAR. CIF IMPORTS ARE 
LOWER THAN PREVIOUSLY ESTIMATED BECAUSE OF REDUCED IN 
VISIBLE EXPENDITURES AND THE CONTINUING DE- 
PRESSED LEVEL OF ECONOMIC ACTIVITY. THE GOI IS NOW 
PREDICTING AN IMPROVEMENT IN THE CURRENT ACCOUNT 

(IN THEIR FY 79 AID REQUEST, THEY SHOWED AN INCREASE IN THE DEFICIT 
OF $200 MILLION FOR THIS YEAR.) DEFICIT OF $100 MILLION THIS YEAR 
COMPARED TO 1976. 

2. THE MOST DISTURBING NEW FIGURE AB AIL ABLE IS A 
FURTHER DECLINE IN GORSS DOMESTIC INVESTMENT. FOR 
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THE YEAR, INVESTMENT MAY BE ONLY ABOT 15 PERCENT 
OF GNP, DOWN 6 OR 7 PERCENT FROM THE DEPRESS- 
ED LEVEL OF 1976 AND FAR BELOW THE 25 PERCENT 
WHICH WAS REACHED FREQUENTLY IN THE EARLY 1960S. 

FINANCE MINISTRY EXPERTS ARE DEEPLY CONCERNED ABOUT 
THIS DEVELOPMENT AND SAY THAT THE GOVERNMENT WILL 
BE TAKING STEPS SOON TO INCREASE PUBLIC SECTOR IN- 
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VESTMENT IN INFRASTRUCTURE PROJECTS. INCEN- 
TIVES WILL ASLO BE GIVEN TO THE PRIVATE SECTOR TO 
RAISE INVESTMENT, BOTH BY AN IMPROVED INVESTMENT LAW 
AND BY A MORE EXPANSIVE GOVERNMENT MONETARY AND FISCAL 
POLICY. IN 1978, THE GOI IS PLANNING FOR A GROWTH 
RATE OF 4 OR 5 PERCENT AND HOPES THAT THIS WILL IN- 
DUCE GREATER INVESTMENT. 

3. MR. WHEELER POINTED OUT THAT THE NEW GOI ECONOMIC 
STRATEGY WOULD REQUIRE A DIFFERENT JUSTIFICATION FOR 
HIGH US AID LEVELS THAN HAD PREVIOUSLY BEE USED. 

FROM 1974 UNTIL RECENTLY, A HIGH ECONOMIC AID LEVEL 
WAS SAID TO BE NECESSARY TO PREVENT A BALANCE OF 
PAYMENTS CRISIS EVEN AT ISRAEL'S LOW LEVEL OF ECO- 
NOMIC ACTIVITY. WITH THE RECENT IMPROVEMENTS IN THE 
BALANCE OF PAYMENTS AND CONSIDERING GOI PLANS FOR RE- 
NEWED GROWTH, OUR AID ACTUALLY WILL BE USED TO FINANCE 
AN INCREASE IN IMPORTS OF INVESTMENT AND CONSUMPTION 
GOODS IN THE EXPANDING ECONOMY. THE GOI EXPERTS 
AGREED THAT THIS WOULD BE THE CASE. 

4. COMMENT: THE EMBASSY SHARES THE GOI VIEW THAT 
THE DECLINE IN SAVINGS AND INVESTMENT IN A VERY 
SERIOUS CAUSE FOR CONCERN. BECAUSE OF THE LAG 
BETWEEN INVESTMENT DECSIONS AND INCREASED OUT- 
PUT, THE GOI WILL FACE A DIFFICULT TASK IN REACH- 
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ING THE 6-7 PERCENT ANNUAL REAL GROWTH TARGET WHICH 
THEY HAVE SET FOR THEMSELVES BEGINNING ABOUT 1980. 

LEWIS 
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